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Compilation and Review Developments—2012/13

Notice to Readers
This Compilation and Review Alert replaces Compilation and Review Developments—2011/12.
This Compilation and Review Alert (alert) is intended to provide accountants
with an update on recent practice issues and professional standards that affect
compilation and review engagements. This alert also can be used by an entity's
internal management to address areas of concern.
This publication is an other compilation and review publication, as defined in
AR section 60, Framework for Performing and Reporting on Compilation and
Review Engagements (AICPA, Professional Standards). Other compilation and
review publications have no authoritative status; however, they may help the
accountant understand and apply the Statements on Standards for Accounting
and Review Services.
If applying the guidance included in an other compilation and review publication, the accountant should, using professional judgment, assess the relevance
and appropriateness of such guidance to the circumstances of the engagement
as appropriate. The guidance in this document has been reviewed by the AICPA
Audit and Attest Standards staff and published by the AICPA and is presumed
to be appropriate. This document has not been approved, disapproved, or otherwise acted on by a senior technical committee of the AICPA.
Recognition
The AICPA would like to thank the members of the Accounting and Review
Services Committee for their invaluable review of this year's publication.
AICPA Staff
Michael P. Glynn
Senior Technical Manager
Audit and Attest Standards
Staff Liaison, Accounting and Review
Services Committee

Dennis W. Ridge, Jr.
Technical Manager
Accounting and Auditing
Publications

Amanda M. Black
Senior Technical Manager
Accounting and Auditing Special
Initiatives
Feedback
The Compilation and Review Developments alert is published annually. As
you encounter issues that you believe warrant discussion in next year's alert,
please feel free to share them with us. Any other comments that you have
about the alert would also be appreciated. You may e-mail these comments to
A&APublications@aicpa.org.
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How This Alert Helps You
.01 This Compilation and Review Alert (alert) helps you plan and perform your compilation and review engagements and can be used by an entity's
internal management to address areas of concern. This alert discusses recent
Statements on Standards for Accounting and Review Services (SSARSs) developments, addresses emerging practice issues, and provides valuable information regarding current accounting developments. You should refer to the full
text of accounting and compilation and review pronouncements as well as the
full text of any rules or publications that are discussed in this alert.
.02 Given there are major developments on the horizon this year, we have
structured this alert to provide you with information on those developments
first, followed by common practice issues.

On the Horizon
.03 Accountants should keep abreast of compilation, review, and accounting developments and upcoming guidance that may affect their engagements.
The following sections present information about some ongoing projects that
have particular significance to your clients or that may result in significant
changes. Remember that exposure drafts are nonauthoritative and cannot be
used as a basis for changing existing standards.
.04 Information on, and copies of, outstanding exposure drafts may be obtained from the various standard setters' websites. These websites contain indepth information about proposed standards and other projects in the pipeline.
Many more accounting, compilation, and review projects exist in addition to
those discussed here. Readers should refer to information provided by the various standard setting bodies for further information.

SSARSs Clarity Project
.05 With the release of Statements on Auditing Standards Nos. 122–126
(AICPA, Professional Standards), the Auditing Standards Board (ASB) has
substantially completed its project to redraft all the auditing sections in AICPA
Professional Standards. The clarified auditing standards are designed to make
the standards easier to read, understand, and apply. Similarly, the Accounting
and Review Services Committee (ARSC) is undertaking a similar clarity project
to serve the public interest by having all of the professional literature for audits,
reviews, and compilations drafted using the same conventions.
.06 In May 2010, ARSC approved a project to revise all existing compilation and review sections in AICPA Professional Standards substantially
using the drafting conventions adopted by the ASB in clarifying the auditing
literature. When revised, the compilation and review standards will be in a
format consistent with the clarified auditing standards and will be easier to
read, understand, and apply.
.07 ARSC has determined, however, that there will be certain differences
between its clarity drafting conventions and those adopted by the ASB. Specifically, ARSC has determined not to include specific application guidance with
respect to governmental entities and smaller, less complex entities. Accordingly, ARSC has commenced redrafting the SSARSs in accordance with those
conventions, which include the following:

ARA-CRA .07
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Establishing objectives for each clarified AR section
Including a definitions section, where relevant, in each clarified
AR section
Separating requirements from application and other explanatory
material
Numbering application and other explanatory material paragraphs using an A- prefix and presenting them in a separate
section that follows the requirements section
Using formatting techniques, such as bulleted lists, to enhance
readability

.08 Although the ASB used, where applicable, the corresponding International Standards on Auditing (ISAs) as a base when drafting each clarified
auditing standard, ARSC has used the extant SSARSs as a base for the clarified compilation literature. ARSC determined that because compilation services were well established in the United States, it made more sense to stay
with our traditional concepts than to harmonize with International Standards
on Related Services (ISRS) 4410 (Revised), Engagements to Compile Financial
Statements. With respect to the proposed clarified review literature, ARSC has
used AU-C section 930, Interim Financial Information (AICPA, Professional
Standards), as a base for the clarified review literature. ARSC determined
that it was more appropriate to converge with the corresponding review guidance in other AICPA literature than with International Standard on Review
Engagements (ISRE) 2400 (Revised), Engagements to Review Historical Financial Statements. Nevertheless, ARSC has considered ISRE 2400 and is
attempting to minimize differences to the extent possible.
.09 In June 2012, ARSC exposed for public comment the following proposed SSARSs:

r
r
r

Association With Unaudited Financial Statements
Compilation of Financial Statements
Compilation of Financial Statements—Special Considerations

.10 The comment period for the preceding proposed SSARSs ended on
November 30, 2012.
.11 In November 2012, ARSC exposed for public comment the following
proposed SSARS:

r
r

Review of Financial Statements
Review of Financial Statements—Special Considerations

.12 The comment period for the preceding proposed SSARSs ends on April
26, 2013.
.13 The revised SSARSs are proposed to be effective for financial statements for periods ending on or after December 15, 2014.
.14 All of the proposed SSARSs are available for download at www.aicpa
.org/Research/ExposureDrafts/CompilationReview/Pages/EDofSSARS.aspx.
.15 Readers may monitor the progress of the SSARS clarity project by
referring to ARSC's meeting agendas and meeting highlights, which can be
found at www.aicpa.org/research/standards/compilationreview/arsc/pages/arsc
meetingmaterialsandhighlights.aspx.
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Proposed Changes to Ethics Interpretation No. 101-3
and SSARSs
.16 The AICPA's Professional Ethics Executive Committee (PEEC) approved a revision to Interpretation No. 101-3, "Nonattest Services," under Rule
101, Independence (AICPA, Professional Standards, ET sec. 101 par. .05), that
clarifies that independence would be impaired if members accept responsibility for designing, implementing, or maintaining controls for a client, but that,
provided certain safeguards are in place, independence would not be impaired
if members perform certain nonattest services including bookkeeping services,
preparation of financial statements, maintaining ledgers, or preparing account
reconciliations. This revision frees accountants to perform internal control services that assist their clients in producing high quality and reliable financial
statements and also enabled PEEC and ARSC to propose new standards that
would further clarify that preparation of financial statements, in whole or in
part, is a nonattest service.
.17 Currently, preparation is an integral element of the applicability of the
standards for compilation engagements. As preparation cannot be a nonattest
and attest (compilation) service simultaneously, ARSC has proposed to revise
the applicability of the compilation literature so that the literature applies only
when the accountant is engaged to perform a compilation service. The effect is
that accountants who prepare financial statements, but who are not engaged
by their clients to perform a compilation engagement, will be performing a
nonattest bookkeeping service subject to the requirements of the AICPA Code
of Professional Conduct—but not SSARSs.
.18 To effectively communicate the accountant's responsibilities when the
accountant is associated with unaudited financial statements but the accountant has not been engaged to perform a compilation or review engagement,
ARSC has proposed to establish a requirement that the accountant request
that management append a legend or notation to the financial statements that
makes clear that the financial statements have not been subjected to a compilation, review, or audit engagement.
.19 To provide further guidance to practitioners as they consider the
proposed changes to the professional literature, in September 2012, the AICPA
issued the white paper "Preparation as a Nonattest Service: What Does it Mean
and Why Should I Care?," which was authored by Charles E. Landes, CPA,
AICPA Vice President—Professional Standards and Services, and is included in
appendix A of this alert. The white paper is also available online at www.aicpa
.org/InterestAreas/FRC/DownloadableDocuments/PEEC SSARS/Whitepaper
Preparation-and-the-Attest-Standard.pdf.

Other Proposed Revisions to SSARSs as a Result of the SSARSs
Clarity Project
.20 In addition to the changes due to the proposed revisions to Interpretation No. 101-3, the following represents what ARSC believes would be the most
significant changes to extant SSARSs if the proposed SSARSs Association With
Unaudited Financial Statements; Compilation of Financial Statements; Compilation of Financial Statements—Special Considerations; Review of Financial
Statements; and Review of Financial Statements—Special Considerations were
issued as final SSARSs.

ARA-CRA .20
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Scope of the Review SSARSs
.21 AR section 90, Review of Financial Statements (AICPA, Professional
Standards), provides guidance on reviews of financial statements. Paragraph 1
of the proposed SSARS Review of Financial Statements states that the proposed
SSARS may also be applied, adapted as necessary in the circumstances, to other
historical financial information on which the accountant has been engaged
to issue a review report. Therefore, specified elements, accounts, or items of
a financial statement, supplementary information, required supplementary
information, financial information included in a tax return, and other historical
financial information may be reviewed in accordance with the SSARSs.

Requirement to Exercise Professional Judgment
.22 Although it has been understood that an accountant should exercise
professional judgment in the performance of a compilation or review engagement, the proposed SSARSs Compilation of Financial Statements and Review
of Financial Statements explicitly state the requirement. It is not anticipated
that this requirement will result in a change in practice.

Requirement to Obtain a Signed Engagement Letter or Other Suitable
Form of Written Communication
.23 Although AR section 80, Compilation of Financial Statements (AICPA,
Professional Standards), and AR section 90 require that the accountant document the understanding with management regarding the services to be performed for compilation and review engagements, respectively, through a written communication with management, neither AR section 80 or AR section 90
requires that the written understanding be signed by either the accountant or
management.
.24 The proposed SSARSs Compilation of Financial Statements and Review of Financial Statements require that the engagement letter or other suitable form of written communication be signed by (a) the accountant or the
accountant's firm and (b) management or, if applicable, those charged with
governance.

Requirement to Consider the Effect of New or Revised Information
in a Compilation Engagement
.25 Paragraph .13 of AR section 80 requires that in a compilation engagement the accountant obtain additional or revised information in circumstances
when the accountant believes that the financial statements may be materially
misstated. The proposed SSARS Compilation of Financial Statements additionally requires the accountant to consider the effect of such additional or revised
information on the financial statements, including whether the financial statements are materially misstated. It is not anticipated that this requirement will
result in a change in practice.

Reporting on the Financial Statements
.26 The proposed SSARSs Compilation of Financial Statements and Review of Financial Statements require the use of headings throughout the accountant's compilation or review report to clearly distinguish each section of
the report.
.27 Additionally, the proposed SSARSs Compilation of Financial Statements and Review of Financial Statements require that the accountant's

ARA-CRA .21
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compilation or review report name the city and state of the issuing office.
It is not anticipated that this requirement will result in a change in practice.

The Accountant’s Compilation or Review Report on Financial Statements
Prepared in Accordance With a Special Purpose Framework
.28 The proposed SSARSs Compilation of Financial Statements and Review of Financial Statements introduce the term special purpose framework
to SSARSs. The term special purpose framework includes the cash-, tax-, and
regulatory-bases of accounting and other bases having substantial support that
have traditionally been referred to as other comprehensive bases of accounting
(OCBOA) as well as the contractual-basis of accounting. The proposed SSARSs
include several requirements with respect to reporting on financial statements prepared in accordance with a special purpose framework, including the
following:

r
r

r
r

r

The accountant should consider whether the financial statements
are suitably titled and, as applicable, include a summary of significant accounting policies and adequately describe how the special
purpose framework differs from generally accepted accounting
principles (GAAP).
The accountant should consider, unless compiled financial statements omit substantially all disclosures, when the financial statements contain items that are the same as, or similar to, those in
financial statements prepared in accordance with GAAP, whether
the financial statements include informative disclosures related
to matters that are not specifically identified on the face of the
financial statements or other disclosures are necessary for the
financial statements to achieve fair presentation.
The accountant should consider whether the financial statements
adequately describe any significant interpretations of the contract
on which the financial statements are based in the case of financial
statements prepared in accordance with a contractual basis of
accounting.
The accountant's compilation or review report on financial statements should be prepared in accordance with a special purpose
framework
—

when management has a choice of financial reporting
frameworks in the preparation of such financial statements, make reference to management's responsibility
for determining that the applicable financial reporting
framework is acceptable in the circumstances.

—

when the financial statements are prepared in accordance with a regulatory or contractual basis of accounting, describe the purpose for which the financial statements are prepared or refer to a note in the financial
statements that contains that information.

The accountant's compilation or review report on financial statements should be prepared in accordance with a special purpose
framework include an emphasis-of-matter or an other-matter
paragraph, under an appropriate heading, that

ARA-CRA .28
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— indicates that the financial statements are prepared in
accordance with the applicable financial reporting framework;
— refers to

r
r

r

the note to the financial statements that describes the framework or
a description of the framework if compiled financial statements omit substantially all disclosures; and

— states that the special purpose framework is a basis of
accounting other than GAAP.
The accountant's compilation or review report on special purpose
financial statements should include an other-matter paragraph
under an appropriate heading that restricts the use of the accountant's compilation or review report solely to those within the
entity, the parties to the contract or agreement, or the regulatory
agencies to whose jurisdiction the entity is subject when the special purpose financial statements are prepared in accordance with
either
— a contractual basis of accounting or
— a regulatory basis of accounting, unless the special purpose financial statements together with the accountant's
compilation report are intended for general use.

Emphasis-of-Matter and Other-Matter Paragraphs in the Accountant’s
Compilation or Review Report
.29 Paragraph .25 of AR section 80 and paragraph .33 of AR section
90 state that emphasis paragraphs are never required. However, the proposed SSARSs Compilation of Financial Statements; Compilation of Financial
Statements—Special Considerations; Review of Financial Statements; and Review of Financial Statements—Special Considerations require the accountant
to include an emphasis-of-matter or other-matter paragraph in the accountant's compilation or review report relating to the following matters:

r
r

Financial statements prepared in accordance with a special purpose framework
Reporting when management revises financial statements for a
subsequently discovered fact that became known to the accountant after the report release date and the accountant's compilation
or review report on the revised financial statements differs from
the accountant's compilation or review report on the original financial statements

.30 In addition, the proposed SSARSs Compilation of Financial Statements—Special Considerations and Review of Financial Statements—Special
Considerations require the accountant to include an emphasis-of-matter paragraph in the accountant's compilation or review report when the accountant
considers it necessary to draw users' attention to a matter appropriately presented or disclosed in the financial statements that, in the accountant's professional judgment, is of such importance that it is fundamental to the user's

ARA-CRA .29
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understanding of the financial statements, provided that the accountant does
not believe that the financial statements may be materially misstated.
.31 The proposed SSARSs Compilation of Financial Statements—Special
Considerations and Review of Financial Statements—Special Considerations
require the accountant to include an other-matter paragraph in the accountant's compilation or review report when the accountant considers it necessary
to communicate a matter, other than those matters that are presented or disclosed in the financial statements that, in the accountant's professional judgment, is relevant to the users' understanding of the compilation or review, the
accountant's responsibilities, or the accountant's compilation or review report.
.32 If the accountant expects to include an emphasis-of-matter or othermatter paragraph in the accountant's compilation or review report, the proposed SSARSs Compilation of Financial Statements—Special Considerations
and Review of Financial Statements—Special Considerations require the accountant to communicate with management regarding this expectation and
the proposed wording of this paragraph.

Required Supplementary Information
.33 The proposed SSARSs Compilation of Financial Statements—Special
Considerations and Review of Financial Statements—Special Considerations

r

r
r

define required supplementary information as information that
a designated accounting standard setter requires to accompany
an entity's basic financial statements. Required supplementary
information is not part of the basic financial statements; however,
a designated accounting standard setter considers the information
to be an essential part of financial reporting for placing the basic
financial statements in an appropriate operational, economic, or
historical context. In addition, authoritative guidelines for the
methods of measurement and presentation of that information
have been established.
define designated accounting standard setter as a body designated
by the Council of the AICPA to promulgate GAAP pursuant to
Rule 202, Compliance With Standards (AICPA, Professional Standards, ET sec. 202 par. .01), and Rule 203, Accounting Principles
(AICPA, Professional Standards, ET sec. 203 par. .01).
establish a requirement that the accountant include an othermatter paragraph in the accountant's compilation or review report
on the financial statements to refer to the required supplementary
information and establish reporting requirements when
—

the required supplementary information is included and
the accountant compiled the required supplementary information.

—

the required supplementary information is included and
the accountant reviewed the required supplementary information.

—

the required supplementary information is included and
the accountant did not compile, review, or audit the required supplementary information.

—

the required supplementary information is omitted.

ARA-CRA .33
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— some required supplementary information is missing and
some is presented in accordance with the prescribed
guidelines.
— the accountant has identified departures from the prescribed guidelines.
— the accountant has unresolved doubts about whether the
required supplementary information is presented in accordance with prescribed guidelines.

AICPA’s New Proposed Financial Reporting Framework
for Small- and Medium-Sized Entities
.34 In early November, the AICPA released the exposure draft of its Proposed Financial Reporting Framework for Small- and Medium-Sized Entities
(FRF for SMEs) for public comment. It is a self-contained special purpose
framework intended for use by privately held small- to medium-sized entities
(SMEs) in preparing their financial statements. The FRF for SMEs will be a
less complicated and less costly system of accounting for SMEs that do not need
GAAP-based financial statements. The FRF for SMEs will be a cost-beneficial
solution for owner-managers and others who need financial statements that are
prepared in a consistent and reliable manner in accordance with a framework
that has undergone public comment and professional scrutiny. The accounting
principles composing the FRF for SMEs are intended to be the most appropriate for the preparation of SME financial statements based on the needs of the
financial statement users and cost-benefit considerations. Accounting principles in the FRF for SMEs will be responsive to the well documented issues and
concerns stakeholders currently encounter when preparing and using financial
statements for SMEs.
.35 The FRF for SMEs draws upon traditional methods of accounting
as well as accrual income tax accounting methods. It is designed specifically
to suit the needs of small- and medium-size entities and their stakeholders.
Familiar traditional accounting principles will compose the FRF for SMEs and
only financial reporting topics that are pertinent and have meaning to most
SMEs and their financial statement users will be included. The FRF for SMEs
assists owner-managers and other stakeholders in focusing on the performance
of the entity, its assets, liabilities, and cash flows.
.36 CPA practitioners performing audit, review, or compilation engagements on financial statements prepared under the FRF for SMEs will follow
the same standards as they do today when reporting on other special purpose
framework1 financial statements. The AICPA will be providing audit, review,
and compilation report examples to assist CPAs in reporting on financial statements prepared under the FRF for SMEs. The exposure period ends in late
January 2013 and the AICPA expects to issue the final framework in the first
half of 2013.
.37 To assist practitioners in understanding the proposed FRF for SMEs,
the AICPA has issued the resource "AICPA's Financial Reporting Framework
1
Special purpose frameworks include cash basis, modified cash basis, tax basis, regulatory
basis, contractual basis, and other bases of accounting that utilize a definite set of logical, reasonable
criteria that is applied to all material items appearing in the financial statement. Special purpose
frameworks, with the exception of the contractual basis of accounting, are commonly referred to as
other comprehensive bases of accounting.
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for Small- and Medium-sized Entities: Frequently Asked Questions." The
document is available online at www.aicpa.org/InterestAreas/FRC/Accounting
FinancialReporting/PCFR/DownloadableDocuments/FRF-SME/AICPA-OCBOAProject-Fact-Sheet.pdf.

AICPA Practice Aid Accounting and Financial Reporting
Guidelines for Cash- and Tax-Basis Financial Statements
.38 Because of the complexities of GAAP, many smaller entities have
determined that financial statements prepared by applying the cash- or taxbasis of accounting more appropriately suit their needs. But unlike GAAP,
little authoritative guidance is available with respect to the preparation of
financial statements when applying the cash- or tax-basis of accounting. The
AICPA Practice Aid Accounting and Financial Reporting Guidelines for Cashand Tax-Basis Financial Statements is intended to provide preparers with
the guidelines and best practices that promote consistency and that resolve
the often difficult questions regarding the preparation of cash- and tax-basis
financial statements. Although nonauthoritative, this practice aid is the best
source for such guidance. All content has been reviewed by subject matter
experts.

Recent AICPA Independence and Ethics Developments
.39 The Audit Risk Alert Independence and Ethics Developments—
2012/13 (product no. ARAIET12P) contains a complete update on recent independence and ethics pronouncements. This alert will heighten your awareness
of independence and ethics matters likely to affect your practice. Obtain this
alert by calling the AICPA at 888.777.7077 or visiting www.cpa2biz.com.
.40 PEEC meeting information, including meeting agendas, discussion
materials, and minutes of prior meetings, can be found at www.aicpa.org/
InterestAreas/ProfessionalEthics/Community/MeetingMinutesandAgendas/
Pages/MeetingInfo.aspx.

International Compilation and Review Standards
.41 In September 2012, the International Auditing and Assurance Standards Board (IAASB) released ISRE 2400 (Revised). ISRE 2400 (Revised) follows the release earlier in 2012 of ISRS 4410 (Revised). ISRE 2400 (Revised) is
effective for reviews of financial statements for periods ending on or after December 31, 2013. ISRS 4410 (Revised) is effective for compilation engagement
reports dated on or after July 1, 2013.
.42 Further information on IAASB projects is available through project
summaries on the IAASB website at www.ifac.org/IAASB. Meeting materials, meeting minutes, and audio recordings of past meetings can be found at
www.ifac.org/IAASB/Meetings.php.

Common Practice Issues
Obtaining Engagement Letters
.43 Accountants are required to establish an understanding with client
management regarding services to be performed for all compilation and review
engagements and to document the understanding through an engagement letter (or other suitable form of written communication). Although SSARSs do not
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explicitly state that the engagement letter is required to be signed, it is considered a best practice to have the engagement letter signed by both management
and the accountant. The proposed clarified SSARSs would explicitly require
that the engagement letter be signed by both management and the accountant.
.44 An accountant can use his or her professional judgment when determining the period that the engagement covers. For example, the accountant can
determine that the engagement covers the compilation of the monthly financial
statements and also the year-end review of the annual financial statements and
cover the entire engagement with a single engagement letter. The engagement
letter can also address nonattest services.
.45 Although it is recommended that the accountant obtain a new engagement letter each year regarding the services to be performed, the accountant
is not precluded from obtaining an engagement that covers multiple years. If a
practitioner uses this approach, the understanding may be less clear with each
year that passes.
.46 Accordingly, practitioners are advised to at least evaluate the appropriateness of the engagement letter in each subsequent year to determine
whether the scope or terms of the compilation or review engagement have
changed, requiring a new engagement letter.

The Design and Performance of Review Procedures
A Review Is an Assurance Engagement
.47 Many accountants have come to consider the review engagement as
an exercise in performing analytical procedures and making inquiries of management. However, a review is more than that; a review is an assurance engagement and requires the accumulation of review evidence that will provide
the accountant with limited assurance that there are no material modifications
that should be made to the financial statements.

Tailoring Review Procedures to Each Client
.48 The accountant uses professional judgment to determine the specific
procedures performed in the review engagement. In addition to analytical procedures and inquiries, the accountant may also perform other procedures.
.49 Paragraph .14 of AR section 90 states that based on the accountant's
understanding of the industry, his or her knowledge of the client, and his or
her awareness of the risk that he or she may unknowingly fail to modify the
accountant's review report on financial statements that are materially misstated that the accountant should design and perform analytical procedures
and make inquiries and perform other procedures, as appropriate, to accumulate review evidence in obtaining limited assurance that there are no material modifications that should be made to the financial statements in order
for the statements to be in conformity with the applicable financial reporting
framework.
.50 The preceding paragraph requires the accountant to tailor the review
procedures that he or she performs with respect to each individual review
engagement, meaning that the accountant should not default to a "canned" list
of analytical and inquiry procedures.
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Risk Awareness in Designing and Performing Review Procedures
.51 The "awareness of risk" discussed in paragraph .14c of AR section 90
is not intended to mean that the accountant needs to perform a risk assessment
as he or she is required to perform in an audit. However, the accountant should
use his or her awareness of risk of material misstatement when designing review procedures. For example, if the accountant has become aware this year
that the client has had problems with capturing inventory costs due to a new
inventory system, the accountant will want to perform more extensive analytical procedures and detailed inquiries on inventory. Additional discussion of
this and other review engagement concepts can be found in the March 1, 2012,
edition of the AICPA Guide Compilation and Review Engagements.

The Iterative Nature of Performing Review Procedures
.52 Based on the results and responses from management from performing analytical and inquiry procedures, the accountant may find that additional
analytical or inquiry procedures, or both, are warranted. Because a review engagement is not limited to analytical procedures and inquiries of management,
if the accountant determines that he or she still has not accumulated sufficient review evidence to provide a reasonable basis that he or she has obtained
limited assurance that the financial statements are in accordance with the applicable financial reporting framework, then he or she should perform other
procedures deemed necessary to obtain such assurance.

Using Procedures Ordinarily Performed in an Audit
in a Review Engagement
.53 Although required to perform analytical procedures and inquires as
part of the review, the accountant may determine to perform other procedures
in addition to the required procedures. Such other procedures may include
procedures that are performed in an audit, such as inspecting an invoice, physically observing a large fixed asset addition, or performing limited procedures
on the client's year-end inventory valuation report. Such procedures are permitted in a review engagement and do not result in the accountant increasing
the service level from a review to an audit.
.54 The accountant would never perform an audit unless engaged by
management to audit the financial statements.

Analytical Procedures in a Review Engagement
.55 The accountant is required to perform analytical procedures in all
review engagements. The use of analytical procedures in a review engagement is different from an audit. In an audit, analytical procedures are both
an important part of planning the audit engagement and a substantive procedure. Essentially, an auditor is required to utilize analytical procedures in
both the planning and overall review stages of all financial statement audits,
and these types of procedures also frequently are utilized to complement other
substantive procedures used in performing engagements. In very low risk areas, analytical procedures may be the only substantive procedures used related
to auditing certain amounts in the financial statements. In a review, the accountant is not required to perform analytical procedures in the planning or
overall review stages of the engagement. Instead, the results of the analytical
procedures represent review evidence the accountant obtains to support the
accountant's review report.
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.56 Appendix B of this alert includes analytical procedures the accountant
may consider performing when conducting a review of financial statements.
Additional discussion of this and other review engagement concepts can be
found in the AICPA Guide Compilation and Review Engagements.

Reporting on Supplementary Information
.57 Paragraph .53 of AR section 80 and paragraph .60 of AR section 90
state that when the basic financial statements are accompanied by information
presented for supplementary analysis purposes, the accountant should clearly
indicate the degree of responsibility, if any, he or she is taking with respect
to such information. The accountant should either refer to the supplementary
information in the accountant's compilation or review report or issue a separate
report on the supplementary information.
.58 In accordance with current standards, the accountant may either refer
to the supplementary information in the introductory paragraph of the accountant's compilation or review report or refer to the supplementary information
in a separate paragraph of the report. However, the proposed clarified SSARSs
would require the accountant to reference the supplementary information in a
separate paragraph of the accountant's compilation or review report.
.59 The following illustrates how an accountant may refer to supplementary information that the accountant has compiled in an accountant's compilation report on financial statements:
Accountant's Compilation Report
Board of Directors
XYZ Company
I (We) have compiled the accompanying balance sheet of XYZ Company as of December 31, 20XX, and the related statements of income,
retained earnings, and cash flows for the year then ended. I (We) have
not audited or reviewed the accompanying financial statements and,
accordingly, do not express an opinion or provide any assurance about
whether the financial statements are in accordance with accounting
principles generally accepted in the United States of America.
Management (Owners) is (are) responsible for the preparation and fair
presentation of the financial statements in accordance with accounting
principles generally accepted in the United States of America and for
designing, implementing, and maintaining internal control relevant
to the preparation and fair presentation of the financial statements.
My (Our) responsibility is to conduct the compilation in accordance
with Statements on Standards for Accounting and Review Services
issued by the American Institute of Certified Public Accountants. The
objective of a compilation is to assist management in presenting financial information in the form of financial statements without undertaking to obtain or provide any assurance that there are no material
modifications that should be made to the financial statements.
The supplementary information on pages XX through XX is presented
for purposes of additional analysis and is not a required part of the
basic financial statements. The supplementary information has been
compiled from information that is the representation of management.
We have not audited or reviewed the supplementary information and,
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accordingly, do not express an opinion or provide any assurance on
such supplementary information.
[Signature of accounting firm or accountant, as appropriate]
[Date]
.60 The following illustrates how an accountant may refer to supplementary information that the accountant has subjected to the inquiry and analytical
procedures applied in the review of the financial statements in an accountant's
review report on financial statements:
Independent Accountant's Review Report
Board of Directors
XYZ Company
I (We) have reviewed the accompanying balance sheet of XYZ Company as of December 31, 20XX, and the related statements of income,
retained earnings, and cash flows for the year then ended. A review
includes primarily applying analytical procedures to management's
(owners') financial data and making inquiries of company management (owners). A review is substantially less in scope than an audit,
the objective of which is the expression of an opinion regarding the
financial statements as a whole. Accordingly, I (we) do not express
such an opinion.
Management (Owners) is (are) responsible for the preparation and fair
presentation of the financial statements in accordance with accounting
principles generally accepted in the United States of America and for
designing, implementing, and maintaining internal control relevant
to the preparation and fair presentation of the financial statements.
My (Our) responsibility is to conduct the review in accordance with
Statements on Standards for Accounting and Review Services issued
by the American Institute of Certified Public Accountants. Those standards require me (us) to perform procedures to obtain limited assurance that there are no material modifications that should be made to
the financial statements. I (We) believe that the results of my (our)
procedures provide a reasonable basis for my (our) report.
Based on my (our) review, I am (we are) not aware of any material
modifications that should be made to the accompanying financial statements in order for them to be in conformity with accounting principles
generally accepted in the United States of America.
My (Our) review was made primarily for the purpose of expressing
a conclusion that there are no material modifications that should be
made to the financial statements in order for them to be in conformity
with accounting principles generally accepted in the United States of
America. The supplementary information on pages XX through XX is
presented for purposes of additional analysis and is not a required part
of the basic financial statements. Such information has been subjected
to the inquiry and analytical procedures applied in the review of the
basic financial statements, and I (we) did not become aware of any
material modifications that should be made to such information.
[Signature of accounting firm or accountant, as appropriate]
[Date]
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.61 The following illustrates a paragraph that the accountant may use
when the accountant has not compiled the supplementary information or subjected the supplementary information to the inquiry and analytical procedures
applied in the review of the financial statements in an accountant's compilation
or review report on financial statements:
The supplementary information on pages XX through XX is presented
for purposes of additional analysis and is not a required part of the basic financial statements. We have not compiled or reviewed the unaudited supplementary information, and, accordingly, do not express an
opinion or provide any form of assurance on it.
[Signature of accounting firm or accountant, as appropriate]
[Date]

Recently Issued Technical Questions and Answers
.62 The AICPA recently issued two technical questions and answers that
specifically apply to compilation and review engagements.

TIS Section 9150.29, "Effects on Compilation and Review
Engagements When Management Does Not Assess Whether
the Reporting Entity is the Primary Beneficiary of a Variable
Interest Entity"
.63 Technical Question and Answer (TIS) section 9150.29, "Effects on
Compilation and Review Engagements When Management Does Not Assess
Whether the Reporting Entity Is the Primary Beneficiary of a Variable Interest
Entity and Instructs the Accountant to Not Perform the Assessment" (AICPA,
Technical Practice Aids), was issued in March 2012. TIS section 9150.29 indicates that an accountant is not required to withdraw from a compilation or
review engagement when management of the reporting entity with a variable
interest in a variable interest entity does not perform the required assessment and instructs the accountant engaged to compile or review the reporting
entity's financial statements to not perform the assessment. Because management is required to perform the assessment in accordance with GAAP, the
failure to perform such an assessment and management's instructions to the
accountant to not perform the assessment are a departure from GAAP, not a
refusal to provide information (in the case of a compilation engagement) or a
scope limitation (in the case of a review engagement).
.64 TIS section 9150.29 is reprinted in its entirety in appendix C of this
alert.

TIS Section 9150.30, "Disclosure of Independence Impairment
in the Accountant’s Compilation Report on Comparative Financial
Statements When the Accountant’s Independence Is Impaired in
Only One Period"
.65 TIS section 9150.30, "Disclosure of Independence Impairment in the
Accountant's Compilation Report on Comparative Financial Statements When
the Accountant's Independence Is Impaired in Only One Period" (AICPA, Technical Practice Aids), was issued in May 2012. TIS section 9150.30 addresses how
an accountant may modify the accountant's compilation report on comparative
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financial statements for an entity with respect to which the accountant was
not independent as of and for the earlier period ended, but such impairment
was subsequently cured.
.66 TIS section 9150.30 is reprinted in its entirety in appendix D of this
alert.

Current Economic Conditions—Effects on Review
Procedures
.67 Key leading economic indicators such as interest rates, availability
of credit, consumer confidence, overall economic expansion or contraction, inflation, and labor market conditions are likely to have an effect on an entity's
business and the industry in which it operates. Recent fluctuations in key
leading economic indicators, most of which have been adverse, could result
in tremendous pressure for client management to maintain financial stability and profitability. As a result, client management may be more likely to
take aggressive positions on accounting and financial reporting matters or, in
certain circumstances, engage in fraudulent activities. Accordingly, the accountant may consider these risks as part of his or her risk awareness approach to
designing and performing review procedures.
.68 When planning and performing a review engagement, an accountant
may consider both overall economic conditions and specific economic conditions
affecting the client and the industry in which the client operates and tailor
his or her analytical and inquiry procedures accordingly to address risks of
misstatement in the financial statements arising from these conditions.
.69 Also, understanding and relating current economic conditions to the
client may help the accountant when developing his or her expectations when
performing analytical procedures.

Common Peer Review Findings
.70 In 2011, the AICPA Peer Review Program reported that approximately
33,900 engagements were reviewed, of which approximately 22,000 were compilation or review engagements. Some of the most recent matters that were
encountered include

r
r
r

compilation reports on financial statements prepared using the
tax-basis of accounting referenced titles generally understood to
be applicable only to financial statements that are intended to
present financial position, results of operations, or cash flows in
conformity with GAAP.
compilation reports that did not comply with minimum reporting
requirements.
engagement letters in engagements to review financial statements were missing information
—

that the engagements could not be relied upon to disclose
errors, fraud, or illegal acts, and

—

that the accountant would inform the appropriate level of
management if certain matters come to the accountant's
attention unless clearly inconsequential.
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review reports that did not comply with minimum reporting requirements.
for review engagements, failure to reference both periods covered
in the accountant's review report when reporting on comparative
financial statements.
for review engagements, failure to reference supplementary information in the accountant's review report when supplementary
information accompanied the basic financial statements.
for review engagements, failure to document expectations of analytical procedures and compare the results of analytical procedures to those expectations when performing analytical procedures.
for review engagements, the management representation letter
failed to cover all periods being reported on and management
representations did not include the statement regarding management's responsibility to detect and prevent fraud.

.71 Although there are many recurring matters noted in peer review, the
accountant can take steps to avoid them by keeping these common mistakes in
mind during the performance of compilation and review engagements. The latest full peer review report can be found at www.aicpa.org/InterestAreas/Peer
Review/Resources/Transparency/Pages/default.aspx. For additional information on peer review, please visit www.aicpa.org/InterestAreas/PeerReview/
Pages/PeerReviewHome.aspx.

Resource Central
.72 The following are various resources that practitioners performing compilation and review engagements may find beneficial.

Publications
.73 Practitioners may find the following publications useful. Choose the
format best for you—online, eBook, or print:

r
r
r
r
r
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SSARS No. 20, Revised Applicability of Statements on Standards
for Accounting and Review Services (product no. 0606520 [paperback])
Codification of Statements on Standards for Accounting and
Review Services (product no. ACODSSARS12P [paperback] or
ACODSSARS12E [eBook])
AICPA Guide Compilation and Review Engagements (2012)
(product no. AAGCRV12P [paperback] WRCXX12 [online] or
AAGCRV12E [eBook])
AICPA Practice Aid Accounting and Financial Reporting Guidelines for Cash- and Tax-Basis Financial Statements (product no.
APACTB12P [paperback], APACTBO [online], or APACTB12E
[eBook])
Audit Risk Alert Independence and Ethics Developments—
2012/13 (product no. ARAIET12P [paperback], WIA-XX [online],
or ARAIET12E [eBook])
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U.S. GAAP Financial Statements—Best Practices in Presentation
and Disclosure (formerly, Accounting Trends & Techniques) (product no. ATTATT12P [paperback] or WAT-XX [online])
IFRS Accounting Trends & Techniques, 3rd Edition (product no.
0099111 [paperback] or WIF-XX [online])
Financial Reporting Alert Current Accounting Issues and Risks for
Financial Management and Reporting—2012 (product no. ARACAI12P [paperback] or ARACAI12E [eBook])

Journal of Accountancy
.74 The Journal of Accountancy periodically features articles on compilation and review engagements. Practitioners may find the article "Proposed Revisions Clarify Responsibilities for Preparers—Compilation Standard
Would Undergo Significant Changes," by Mike Glynn and Ellen Goria, useful when considering the proposed revisions to professional standards regarding the preparation of financial statements. The article is available online at
www.journalofaccountancy.com/Issues/2012/Aug/20125842.htm.

White Papers
.75 The AICPA Audit and Attest Standards Team publishes white papers
that contain guidance relating to the performance of compilation and review
engagements. To provide further guidance to practitioners as they consider
the proposed changes to the professional literature, the AICPA issued the
white paper "Preparation as a Nonattest Service: What Does it Mean and Why
Should I Care?," which was authored by Charles E. Landes. This white paper
is included in appendix A of this alert and is also available online at www.aicpa
.org/InterestAreas/FRC/DownloadableDocuments/PEEC SSARS/Whitepaper
Preparation-and-the-Attest-Standard.pdf.
.76 The white paper "Understanding Internal Control and Internal Control Services," by Thomas A. Ratcliffe and Charles E. Landes, addresses the
concept of internal control, as defined by the Committee of Sponsoring Organizations of the Treadway Commission. The white paper also addresses nonattest
services and internal control services. The white paper is available online at
http://media.journalofaccountancy.com/JOA/Issues/2009/09/Understanding
Internal Control Services 2.pdf.

Continuing Professional Education
.77 The AICPA offers a number of continuing professional education (CPE)
courses that are valuable to CPAs working in public practice and industry,
including the following:

r
r

AICPA's Annual Accounting and Auditing Update Workshop
(2012–2013 Edition) (product no. 736188 [text] or 187196
[DVD/manual]). Whether you are in industry or public practice,
this course keeps you current and informed and shows you how to
apply the most recent standards.
Internal Control Essentials for Financial Managers, Accountants
and Auditors (product no. 731859 [text]). This course will provide
you with a solid understanding of systems and control documentation at the significant process level.
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International Versus U.S. Accounting: What in the World is the
Difference? (product no. 745941 [text] or 181663 [DVD/manual]).
Understanding the differences between International Financial
Reporting Standards (IFRSs) and GAAP is becoming more important for businesses of all sizes. This course outlines the major
differences between IFRSs and GAAP.
IFRS Essentials with GAAP Comparison: Building a Solid Foundation (product no. 741604 [text] or 181603 [DVD/manual]). This
course provides you with a greater understanding of what you
need to know as the acceptance of international standards continues to grow.

.78 Among the many courses, the following are specifically related to
compilation and review engagements:

r
r
r
r
r
r
r
r
r
r
r
r
r
r
r
r
r
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Small Business Audit, Compilation and Review Update (product
no. 734524 [text])
Small Business Accounting Update (product no. 734604 [text])
Small Business Accounting and Auditing Update (2012–13 Edition) (product no. 733016 [text])
Accounting Services, Compilations and Reviews: Effective Risk
Management (product no. 732827 [text])
Advanced Update for Compilation, Review and Accounting Services (product no. 731558 [text])
Audit, Review & Compilation Reports and Other Communications
(product no. 733744 [text])
Managing Compilation, Review and Accounting Services (product
no. 733484 [text])
Performing Compilation and Review Engagements (product no.
739700HS [CD-ROM] and 154700 [online])
Performing Analytical Procedures in a Review Engagement (product no. 154710 [online])
Performing Inquiries in a Review Engagement (product no. 154720
[online])
Introduction to Compilations and Reviews (product no. 154730
[online])
Performing a Compilation Engagement Under SSARS 19 (product
no. 154740 [online])
How to Perform a Review Under SSARS No. 19, Case Study Part
I—Design and Performance of Review Procedures (product no.
154310 [online])
How to Perform a Review Under SSARS No. 19, Case Study Part
II—Reporting and Other Communication Requirements (product
no. 154320 [online])
Advanced Issues in Compilation, Review and Accounting Services
(product no. 733385 [text])
Compilation and Review Engagement Essentials (product no.
733883 [text])
Compilation, Review and Accounting Service Update (product no.
733375 [text])
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Compiling Personal Financial Statements (product no. 733505
[text])
Compilation Engagements: Mastering the Fundamentals (product
no. 733626 [text])
Review Engagements: Mastering the Fundamentals (product no.
733546 [text])
InSight: SSARS 19—The New Compilation and Review Standard
(product no. 154230LC [online])
Cash- and Tax-Basis Financial Statements—Preparation and Reporting (product no. 734092 [text])

.79 Visit www.cpa2biz.com for a complete list of CPE courses.

Online CPE
.80 AICPA CPExpress, offered exclusively through CPA2Biz, is the
AICPA's flagship online learning product. AICPA members pay $180 for a
new subscription and $145 for the annual renewal. Nonmembers pay $435 for
a new subscription and $375 for the annual renewal. Divided into 1-credit and
2-credit courses that are available 24 hours a day, 7 days a week, AICPA CPExpress offers hundreds of hours of learning in a wide variety of topics. Some
topics of special interest to those performing compilation and review engagements include the following:

r
r
r
r
r
r
r
r
r
r
r
r
r
r
r
r
r

Audit, Review & Compilation Reports
Audit, Review & Compilation Reports and other Communications
Comp and Review Engagements: Current Practices; Accounting &
Reporting Issues; Potential Change
Compilation, Review, and Accounting Service Update
Compilations and Reviews: Independence Considerations
Compilation Engagements: Introduction and Other Compilation
Engagements
Compilation Engagements: Mastering the Fundamentals
Compilation Engagements: Performing a Compilation
Compilation Engagements: Reporting
Compilations and Reviews: "Introduction and Background" plus
"Engagement Planning and Administration"
Compilations and Reviews: "Performing Compilation Engagements" plus "Quality Control"
Drafting Audit, Review, and Compilation Reports
Intro to Cash and Tax OCBOAs and Their Effects on Procedures
in Audits, Reviews, and Compilations
OCBOA Financial Statement Presentation and Disclosure and the
Accountant's Report
Personal Financial Statements: Engagement Arrangement; Written Personal Financial Plans
Review Engagements: Inquiry and Analytical Review Procedures
and Reporting
Review Engagements: Introduction and Performing a Review
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Review Engagements: Mastering the Fundamentals
Compilations and Reviews: Independence Considerations
Managing Compilation, Review, and Accounting Services

.81 To register or learn more, visit www.cpa2biz.com.

Webcasts
.82 Stay plugged in to what is happening and earn CPE credit right from
your desktop. AICPA webcasts are high quality CPE programs that bring you
the latest topics from the profession's leading experts. Broadcast live, they allow you to interact with the presenters and join in the discussion. If you cannot
make the live event, each webcast is archived. For additional details on available webcasts, please visit www.cpa2biz.com/AST/AICPA CPA2BIZ Browse/
Store/Webcasts.jsp.

Member Service Center
.83 To order AICPA products, receive information about AICPA activities, and get help with your membership questions, call the AICPA Service
Operations Center at 888.777.7077.

Hotlines
Accounting and Auditing Technical Hotline
.84 Do you have a complex technical question about review, compilation,
accounting, or other technical matters? If so, use the AICPA's Accounting and
Auditing Technical Hotline. AICPA staff will research your question and call
you back with the answer. The hotline is available from 9 a.m. to 8 p.m. Eastern on weekdays. You can reach the Technical Hotline at 877.242.7212, by
e-mail at aahotline@aicpa.org, or online at www.aicpa.org/Research/Technical
Hotline/Pages/TechnicalHotline.aspx. Additionally, members can submit questions by completing a Technical Inquiry form found on the same website.

Ethics Hotline
.85 In addition to the Technical Hotline, the AICPA also offers an Ethics
Hotline. Members of the AICPA's Professional Ethics Team answer inquiries
concerning independence and other behavioral issues related to the application
of the AICPA Code of Professional Conduct. You can reach the Ethics Hotline
at 888.777.7077 or by e-mail at ethics@aicpa.org.

AICPA Online Professional Library: Accounting
and Auditing Literature
.86 The AICPA has created your core accounting and auditing library online. The AICPA Online Professional Library is now customizable to suit your
preferences or your firm's needs. Or, you can sign up for access to the entire library. Get access—anytime, anywhere—to the Financial Accounting Standard
Board (FASB) Accounting Standards Codification™ (ASC), the AICPA's latest
Professional Standards, Technical Practice Aids, Audit and Accounting Guides,
Audit Risk Alerts, Accounting Trends & Techniques, and more. One option is
the AICPA Audit and Accounting Guides with FASB Accounting Standards
Codification™, which contains all Audit and Accounting Guides, Audit Risk
Alerts, and FASB ASC (product no. WFA-XX). To subscribe to this essential
online service for accounting professionals, visit www.cpa2biz.com.
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Financial Reporting Center of AICPA.org
.87 CPAs face unprecedented changes in financial reporting. As such, the
AICPA has created the Financial Reporting Center to support the execution
of high quality financial reporting. This center provides exclusive memberonly resources for the entire financial reporting process and can be accessed at
www.aicpa.org/frc.
.88 The Financial Reporting Center provides timely and relevant news,
guidance, and examples supporting the financial reporting process, including accounting; preparing financial statements and performing compilation
reviews; and audit, attest, or assurance and advisory engagements.
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Appendix A—White Paper "Preparation as a
Nonattest Service: What Does it Mean and Why
Should I Care?"
By Charles E. Landes, CPA, AICPA Vice President—Professional Standards
and Services
Introduction
In June 2012, the AICPA's Professional Ethics Executive Committee (PEEC)
issued the exposure draft Proposed Revised and New Interpretations and Proposed Deletion of Ethics Rulings. This exposure draft includes a proposal to
amend Interpretation No. 101-3, "Nonattest Services," under Rule 101, Independence (AICPA, Professional Standards, ET sec. 101 par. .05), to make clear
that certain services, including financial statement preparation, would be a
nonattest service.
Concurrently, the AICPA's Accounting and Review Services Committee (ARSC)
issued the exposure draft Proposed Statements on Standards for Accounting
and Review Services Association With Unaudited Financial Statements; Compilation of Financial Statements; and Compilation of Financial Statements—
Special Considerations that would, among other things, amend when the compilation standard applies and what action a CPA should take when the CPA
has been involved in preparing financial statements but has not been engaged
to perform a compilation, review, or audit engagement.
This white paper looks at the rationale behind these two proposals, why they
make sense, and what practitioners need to consider going forward. Specifically, this paper looks at three key areas:
1. Why is preparation a nonattest service?
2. Why does the compilation standard need to be amended?
3. What standards must be followed if a member prepares financial
statements?
Current Confusion
An attest engagement is defined in the AICPA's Code of Professional Conduct
as ". . . an engagement that requires independence as defined in AICPA Professional Standards." Those engagements include an audit, review, compilation,1
examination, or agreed upon procedures engagement. Standards for performing and reporting on an attest engagement are included in Statements on
Auditing Standards, Statements on Standards for Accounting and Review Services, and Statements on Standards for Attestation Engagements.
By definition, a nonattest engagement is one where independence is not required.
Therefore, understanding whether a particular service is an attest service or a
nonattest service is critical for a number of reasons: (1) it dictates whether the
1
Although independence is not a precondition to performing a compilation, the compilation
standards do include a reporting requirement to disclose when the CPA is not independent. Therefore,
because the compilation standard includes an independence requirement it is, by definition, an attest
engagement.
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member needs to be independent and (2) it dictates what standards a member
needs to follow.
Whenever a service is deemed to be a nonattest service, the requirements of
Interpretation No. 101-3 must be met when a member intends to perform both
nonattest and attest services for the same client.2 If the member is not able to
meet the requirements of Interpretation No. 101-3, a member's independence
is considered impaired.
But what if there was confusion about whether a particular service was an
attest service or nonattest service?
That's the situation that currently confronts members in public practice who
prepare or assist their clients in preparing financial statements. The confusion
is present because both the nonattest literature and the attest literature discuss
preparation (or drafting) of financial statements. Therefore, when a member
in public practice who performs a compilation, review, or audit for a client and
the member prepares or assists in preparing the financial statements of that
client, the member is uncertain about whether he or she needs to follow only
the compilation, review, or audit standards or whether the member also needs
to comply with the requirement of Interpretation No. 101-3.
Current Ethics Proposal—Making it Clear
PEEC's proposed amendment of Interpretation No. 101-3 would make it clear
than whenever a member prepares or assists in preparing financial statements
for a client that service would be a nonattest service.
Let's take the situation of a CPA who is engaged to perform a compilation,
review, or audit engagement for a small business client. As is typical with
almost all small business clients, the CPA prepares or assists in preparing the
client's financial statements. That might mean that the member prepares the
entire financial statements and accompanying notes, it might mean that he or
she prepares only the statement of cash flows, or it might mean that the member only assists the client in the drafting the accompanying notes.
Where today the member might not believe that Interpretation No. 101-3 applies because the CPA is preparing the financial statements as part of an attest
engagement, this proposal would require that the CPA treat the preparation
as a nonattest service. Therefore, a CPA would be required to follow the requirements of Interpretation No. 101-3 as it relates to the preparation portion
of the engagement and the compilation, review, or audit standards as it relates
to the attest portion of the engagement.
At this point, you may be wondering about the theory behind the change.
First, the financial statements have always been considered the responsibility
of management. Therefore, if the financial statements are management's responsibility, management needs to be responsible for their preparation. That
doesn't mean they can't "outsource" the preparation, but it does mean that they
can't outsource their responsibility. Secondly, independence requirements have
never applied to the preparation of financial statements, whether prepared by
a member who works for the client or a member who is in public practice.

2
If a member does not intend to perform an attest service for a nonattest client, the member is
not required to follow the requirements of Interpretation No. 101-3, "Nonattest Services," under Rule
101, Independence (AICPA, Professional Standards, ET sec. 101 par. .05).
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Finally, the preparation of financial statements has long been considered to be
part of management's system of internal control over financial reporting.3
Therefore, it's logical that our standards should make clear that preparation
of a client's financial statement is a nonattest service and not a service encompassed within an attest service.
How Does This Impact the Attest Standards?
Assuming PEEC's proposed change becomes final, the audit, review, and compilation standards will then be amended to make clear that preparing or drafting
financial statements, in whole or in part, is not part of the attest service, but
rather needs to be treated as a nonattest service. For the audit and review
literature, this will be a simple fix and can most likely be done as a conforming change once the PEEC change is finalized. But the change required of the
compilation standard is more complex.
How Does This Impact the Compilation Standard Specifically?
Under today's compilation standard, the accountant is required to comply
whenever ". . . he or she is engaged to report on compiled financial statements
or submits financial statements to a client or to third parties." Drilling further
into the compilation literature, we see that submission of financial statements
is defined as "presenting to management financial statements that an accountant has prepared." Therefore, the compilation standard applies today when
the CPA is either (1) engaged to perform a compilation or (2) when the CPA
prepares financial statements on behalf of management.
But wait, isn't PEEC now clarifying that preparation is not part of any attest
service but is a nonattest service? The answer you know from the beginning of
this white paper is YES.
That is the conundrum that ARSC faced in light of the PEEC proposal. Where
ARSC (and our members) once viewed preparation as part of the compilation
service (that is, preparation is compiling), that view can no longer be valid given
PEEC's clarification. Preparation can no longer be part of an attest service;
rather, preparation will be a nonattest service.
This PEEC proposal, among other events, led ARSC to conclude that it is time
to uncouple preparation from compilation. Although the PEEC decision was
enough to move ARSC to consider the uncoupling, other technology changes
already had ARSC thinking that the compilation standard needed to be revised.
For years, members have called the Technical Hotline and inquired at conferences whether they had "submitted" financial statements. For example, if a
CPA was performing bookkeeping services for the client and the client "pushed
the button" to print the financial statements, many CPAs would claim that
they have not "submitted" the financial statements. The fact that the client
"pushed the button" meant that the client (or more accurately, the client's
software) prepared the financial statements. Other CPAs might, legitimately,
argue the opposite. So too would some members argue that even if they pushed
the button, they didn't prepare the financial statements because all they did

3
Earlier this year, the Professional Ethics Executive Committee removed a requirement from
Interpretation No. 101-3 that prohibited a member from designing or maintaining internal controls.
By removing this requirement, it facilitated permitting a CPA to maintain controls over the preparation as long as management was responsible for the controls and certain other requirements of
Interpretation No. 101-3 were met.
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was prepare adjustments at month's end. So the arguments over submission
and preparing are arguments that will surely continue if not resolved.
But before preparation of financial statements is discussed further, we need
to look at a fundamental question that ARSC debated—does it make sense to
compel a member to follow an attest standard if the member is engaged to
perform a nonattest service?
Let's explore that key question further. Assume a member is engaged to perform bookkeeping services for a client and that service results in the member
preparing monthly financial statements (all of which will be a nonattest service). In that example, should our rules compel a member to perform an attest
engagement, when the member has not been engaged to perform an attest
service? For example:

r
r

Should we compel the member to perform an audit as a result of
preparing those monthly financial statements, even though the
client has not engaged the member to perform an audit?
Should we compel the member to perform a review if the member
is engaged to perform bookkeeping?

If it makes no sense to compel an audit or a review, why does it make theoretical
sense to compel a compilation, when that's not what the member was engaged
to do?
Taking that example further, does it make sense to compel a member to perform
a compilation, review, or audit of an entity's financial statements if the member
is engaged to perform a tax return of the entity—another nonattest service?
I think most everyone would answer these questions with a resounding NO.
Members should be held to the standard for the service that they've been
engaged to perform. Neither ARSC nor the Auditing Standards Board should
compel a member to perform a compilation, review, or audit if that's not what
the member has been engaged to do.
Preparation—What Does it Mean and What Standards Would Govern?
If anyone thinks that members should be compelled to perform an attest service
and follow those standards when they've not been engaged to do so, the next
question becomes which attest standard should be followed and what triggers
preparation?
In my travels, I have heard some members express their concern that members
should be required to follow the compilation standard and issue a compilation
report whenever they prepare financial statements for a client. When asked
why, their response is that a user wants the assurance that a compilation report
provides. Others have voiced that if the compilation standard isn't followed,
there will be no preparation standards to follow and as a result, the public
will receive shoddy financial statements. Let's look at both of those concerns in
more detail.
First, a compilation explicitly says that no assurance is being provided. Although a member can't control what assurance a user takes from his or her
compilation report, every member should make clear to users that a compilation does not provide assurance. If a member wants a user to have a level of
assurance from an attest engagement, then ARSC should compel a member to
perform a review engagement, where the engagement is actually structured
as a limited assurance engagement. Otherwise, there is absolutely no basis
for assurance either under today's compilation standard or under the proposed
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compilation standard. I would further add that, in my professional view, a
member who encourages a compilation because he or she thinks a user will
take assurance from the compilation report is not acting in the best interest of
the profession or in the public's interest. Therefore, anyone who believes that a
member should be compelled to follow an attest standard because users want
the reliability from an assurance engagement, you should provide a comment to
ARSC to require a review for a nonattest bookkeeping service where a member
prepares financial statements.
Secondly, neither the compilation standards, review standards, nor the auditing standards provide any requirements for preparing financial statements.
The attest standards address how a CPA performs his or her duties relative to
the attest function, including how the member reports on the financial statements. The requirements for the preparation of financial statements follow
the accounting framework that the entity uses, not an attest standard. Additionally, there are preparation standards already in effect in addition to those
of the accounting framework. A member of the AICPA is obligated to follow
the AICPA's Code of Professional Conduct in each and every professional service performed. Therefore, the Code must be followed by any member when
preparing financial statements. Those standards address such important topics as integrity, objectivity, and due professional care. More specifically, Rule
201, General Standards (AICPA, Professional Standards, ET sec. 201 par. .01),
would require a member to exercise due professional care and competence
when preparing financial statements and adequately plan and supervise the
nonattest engagement. In addition, Interpretation No. 102-1, "Knowing Misrepresentations in the Preparation of Financial Statements or Records," under
Rule 102, Integrity and Objectivity (AICPA, Professional Standards, ET sec.
102 par. .02), and Interpretation No. 501-4, "Negligence in the Preparation of
Financial Statements or Records," under Rule 501, Acts Discreditable (AICPA,
Professional Standards, ET sec. 501 par. .05), specifically address preparation
of financial statements. These ethics interpretations prohibit a member from
making any "materially false and misleading entries in the financial statements" and from failing to "correct an entity's financial statements that are
materially false and misleading." And as they should, these rules apply equally
to a member in public practice or a member in business when preparing financial statements.
Let's next turn our attention to preparation and what that term means. As
discussed previously, preparation or assisting in the preparation can take on
many different forms. Although some firms may still prepare a complete set of
financial statements for a client, many firms assist a client in preparing only
a portion of the financial statements, often the statement of cash flows, notes,
or both. With the increase of cloud accounting applications, a member sitting
miles away may prepare portions of a client's financial statement, provide
adjustments, or draft notes.
So the question is if ARSC did require a report when a member prepares
financial statements, what would the trigger be for that requirement? Would it
only apply if the CPA prepared the entire set, or would it pertain if a member
prepared only a piece or pieces of the financial statements?
ARSC came to the conclusion that if management wanted a report on its financial statements, regardless of who prepared the financial statements, then
management should engage the member to perform an attest service.
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How About the Public Interest?
As the national professional organization of CPAs, the AICPA is committed to
protecting the public interest. Our Code of Professional Conduct does that as
well as the standards that are issued by our senior committees. In that light,
ARSC believes that our public interest obligation must be served in the sense
that it is critical that any user of financial statements, where a CPA in public
practice is associated, must understand the level of service that was performed
by that CPA. Therefore, ARSC concluded that if a member prepares financial
statements, in whole or in part, but did not perform a compilation, review, or
audit of the financial statements, then those financial statements need to make
clear to any user that an attest service was not performed.
To that end, ARSC proposal would require a member to request that the client
place a notice (or legend) on the face of the financial statements if the member prepared or assisted in the preparation of the financial statement but was
not engaged to perform a compilation, review, or audit. That notice could take
many forms including words such as "These financial statements have not been
subject to a compilation, review, or audit engagement." The association standard provides different illustrations and is flexible on the words and location
of the requirement to provide a notice.
In Summary
It is my personal view that PEEC and ARSC have found ways to balance the
public interest with an approach that provides flexibility for our members.
These changes take nothing away from our members' ability to be able to serve
their clients in a fashion and in a manner that makes the most sense for their
clients and the users of the clients' financial statements.
In summary, here's what will happen assuming the proposals are adopted:
1. PEEC makes clear that preparation is a nonattest service. That
change reinforces the traditional view of management's responsibility. It also eliminates an inconsistent practice today in that this
change will make clear that preparation, in whole or in part, is a
nonattest service and not part of any attest service.
2. ARSC uncouples the compilation standard from the nonattest
preparation service.4 That helps to prevent a member from accidently being held to an attest standard that he or she was never
engaged to perform. In cooperation with the client and any user
of the client's financial statements, the member will be able to design the right attest service that meets everyone's needs. Additionally, this eliminates questions over submission and who prepared
the statements. The compilation, review, and auditing standards
would be applicable when the member is engaged to perform one
of these attest services or voluntarily decides to do so.
3. The user, whether inside management or not, will be protected
through a notice either on the face of the financial statement or attached to the financial statements that makes clear that a CPA has

4
The Accounting and Review Services Committee and the Auditing Standards Board will also
amend the review and auditing literature, respectively.
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not performed a compilation, review, or audit of the financial statements when the member is only engaged to perform a nonattest
preparation engagement. A member who prepares financial statements, whether in public practice or as an employee in business or
industry, will follow the Code of Professional Conduct.
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.90

Appendix B—Analytical Procedures the Accountant
May Consider Performing When Conducting a Review
of Financial Statements
Analytical procedures are designed to identify relationships and individual
items that appear to be unusual and that may reflect a material misstatement
of the financial statements. Examples of analytical procedures that an accountant may consider performing in a review of financial statements include the
following:

r
r

r
r

r
r

r

Comparing current financial statements with the financial statements of the prior period.
Comparing current financial statements with anticipated results,
such as budgets or forecasts (for example, comparing tax balances and the relationship between the provision for income taxes
and pretax income in the current financial statements with corresponding information in (a) budgets, using expected rates, and (b)
financial statements for prior periods). Caution is necessary when
comparing and evaluating current financial statements with budgets, forecasts, or other anticipated results because of the inherent
lack of precision in estimating the future and the susceptibility of
such information to manipulation and misstatement by management to reflect desired results.
Comparing current financial statements with relevant nonfinancial information.
Comparing ratios and indicators for the current period with expectations based on prior periods (for example, performing gross
profit analysis by product line and operating segment using elements of the current financial statements and comparing the
results with corresponding information for prior periods). Examples of key ratios and indicators are the current ratio, receivable
turnover or days sales outstanding, inventory turnover, depreciation to average fixed assets, debt to equity, gross profit percentage,
net income percentage, and plant operating rates.
Comparing ratios and indicators for the current period with those
of entities in the same industry.
Comparing relationships among elements in the current financial statements with corresponding relationships in the financial
statements of prior periods (for example, expense by type as a
percentage of sales, assets by type as a percentage of total assets, and percentage of change in sales to percentage of change in
receivables).
Comparing disaggregated data. The following are examples of how
data may be disaggregated:
—

By period (for example, financial statement items disaggregated into quarterly, monthly, or weekly amounts)
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— By product line or operating segment
— By location (for example, subsidiary, division, or branch)
Analytical procedures may include such statistical techniques as trend analysis
or regression analysis and may be performed manually or with the use of
computer-assisted techniques.
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Appendix C—TIS Section 9150.29, "Effects on
Compilation and Review Engagements When
Management Does Not Assess Whether the Reporting
Entity Is the Primary Beneficiary of a Variable Interest
Entity and Instructs the Accountant to Not Perform
the Assessment"
Inquiry—FASB ASC 810-10-25-38A requires a reporting entity with a variable interest in a variable interest entity (VIE) to assess whether the reporting
entity has a controlling financial interest in the VIE and, thus, is the VIE's primary beneficiary. If management of the enterprise with a variable interest in
a VIE does not perform the required assessment and instructs the accountant
engaged to compile or review the reporting entity's financial statements to not
perform the assessment, is the accountant required to withdraw from the compilation engagement because of management's refusal to provide information
or to withdraw from the review engagement because of a scope limitation?
Reply—No. Because management is required to perform the assessment in accordance with accounting principles generally accepted in the United States of
America (GAAP), the failure to perform such an assessment and management's
instructions to the accountant to not perform the assessment are a departure
from GAAP, not a refusal to provide information or a scope limitation. In accordance with paragraph .27 of AR section 80 or paragraph .34 of AR section
90, as applicable, the accountant should consider whether modification of the
standard report is adequate to disclose the departure.
If the accountant concludes that modification of the standard report is appropriate, the accountant may modify the accountant's compilation or review
report as follows (assuming there are no other known departures from GAAP):
Accountant's Compilation Report
[Appropriate Addressee]
I (we) have compiled the accompanying balance sheet of XYZ Company as of December 31, 20XX, and the related statements of income,
retained earnings, and cash flows for the year then ended. I (we) have
not audited or reviewed the accompanying financial statements and,
accordingly, do not express an opinion or provide any assurance about
whether the financial statements are in accordance with accounting
principles generally accepted in the United States.
Management (owners) is (are) responsible for the preparation and
fair presentation of the financial statements in accordance with accounting principles generally accepted in the United States and for
designing, implementing, and maintaining internal control relevant
to the preparation and fair presentation of the financial statements.
My (our) responsibility is to conduct the compilation in accordance
with Statements on Standards for Accounting and Review Services
issued by the American Institute of Certified Public Accountants. The
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objective of a compilation is to assist management in presenting financial information in the form of financial statements without undertaking to obtain or provide any assurance that there are no material
modifications that should be made to the financial statements. During
our compilation, I (we) did become aware of a departure from accounting principles generally accepted in the United States of America that
is described in the following paragraph.
Accounting principles generally accepted in the United States of America require management to assess whether the company has a controlling interest in any entities in which the company has a variable
interest in order to determine if those entities should be consolidated.
Management has not performed the required assessment and therefore, if there are variable interest entities for which the company is
the primary beneficiary, has not consolidated those entities. Although
the effects on the financial statements of the failure to perform the
required assessment have not been determined, many elements in the
financial statements would have been materially affected had management determined that the company is the primary beneficiary of
any variable interest entities.
[Signature of accounting firm or accountant, as appropriate]
[Accountant's city and state]
[Date of the accountant's report]
Independent Accountant's Review Report
[Appropriate Addressee]
I (We) have reviewed the accompanying balance sheet of XYZ Company as of December 31, 20XX, and the related statements of income,
retained earnings, and cash flows for the year then ended. A review
includes primarily applying analytical procedures to management's
(owners') financial data and making inquiries of company management (owners). A review is substantially less in scope than an audit,
the objective of which is the expression of an opinion regarding the
financial statements as a whole. Accordingly, I (we) do not express
such an opinion.
Management (owners) is (are) responsible for the presentation of the
financial statements in accordance with accounting principles generally accepted in the United States of America and for designing, implementing, and maintaining internal control relevant to the preparation
and fair presentation of the financial statements.
My (our) responsibility is to conduct the review in accordance with
Statements on Standards for Accounting and Review Services issued
by the American Institute of Certified Public Accountants. Those standards require me (us) to perform procedures to obtain limited assurance that there are no material modifications that should be made to
the financial statements. I (We) believe that the results of my (our)
procedures provide a reasonable basis for our report.
Based on my (our) review, with the exception of the matter(s) described
in the following paragraph, I am (we are) not aware of any material
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modifications that should be made to the accompanying financial statements in order for them to be in conformity with accounting principles
generally accepted in the United States.
Accounting principles generally accepted in the United States of America require management to assess whether the company has a controlling interest in any entities in which the company has a variable
interest in order to determine if those entities should be consolidated.
Management has not performed the required assessment and therefore, if there are variable interest entities for which the company is
the primary beneficiary, has not consolidated those entities. Although
the effects on the financial statements of the failure to perform the
required assessment have not been determined, many elements in the
financial statements would have been materially affected had management determined that the company is the primary beneficiary of
any variable interest entities.
[Signature of accounting firm or accountant, as appropriate]
[Accountant's city and state]
[Date of the accountant's report]
If the accountant believes that modification of the standard report is not
adequate to indicate the deficiencies in the financial statements, in accordance
with paragraph .29 of AR section 80 or paragraph .36 of AR section 90, as
applicable, the accountant should withdraw from the compilation or review
engagement and provide no further services with respect to those financial
statements. The accountant may wish to consult with his or her legal counsel
in those circumstances.
[Issue Date: April 2012.]
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Appendix D—TIS Section 9150.30, "Disclosure of
Independence Impairment in the Accountant’s
Compilation Report on Comparative Financial Statements
When the Accountant’s Independence Is Impaired in Only
One Period"
Inquiry—Paragraph .21 of AR section 80 states that when issuing a report
with respect to a compilation of financial statements for an entity with respect
to which the accountant is not independent, the accountant's report should be
modified. How may an accountant modify the accountant's compilation report
on comparative financial statements for an entity with respect to which the
accountant was not independent as of and for the earlier period ended, but
such impairment was subsequently cured?
Reply—The accountant may indicate the independence impairment as of and
for the earlier period ended that was subsequently cured by including language
such as the following as the final paragraph of the accountant's compilation
report: "As of and for the year ended December 31, 20X1, I was not independent
with respect to XYZ Company."
The accountant is not precluded from disclosing a description about the reason(s) that the accountant's independence is impaired, as noted in paragraph
.21 of AR section 80.
Although the accountant is not required to disclose that his or her independence impairment was subsequently cured, the accountant may elect to make
such a disclosure. An illustration of the accountant's compilation report if the
accountant elects to make such a disclosure is as follows: "As of and for the
year ended December 31, 20X1, I was not independent with respect to XYZ
Company. I am currently independent with respect to XYZ Company."
As noted previously, the accountant is not precluded from disclosing a description about the reason(s) for the impairment and how the impairment was
subsequently cured.
[Issue Date: May 2012.]
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Appendix E—Additional Internet Resources
Here are some useful websites that may provide valuable information to accountants.
Website Name

Content

Website

AICPA

Summaries of professional
standards as well as other
AICPA activities.

www.aicpa.org
www.cpa2biz.com
www.ifrs.com

AICPA Accounting
and Review
Services
Committee

Summaries of review and
compilation standards and
interpretations.

www.aicpa.org/Research/
Standards/Compilation
Review/ARSC/Pages/
ARSC.aspx

AICPA Financial
Reporting Center

Summaries of AICPA
standard setting activity,
recently issued technical
Q&As, and financial
reporting news. Links to
other information related
to accounting and financial
reporting, audit and attest
services, compilation
services, review services,
and assurance and
advisory services.

www.aicpa.org/frc

AICPA Financial
Reporting
Executive
Committee

AICPA technical committee
for financial reporting. Its
mission is to determine the
AICPA's technical policies
regarding financial
reporting standards and to
be the AICPA's spokesbody
on those matters, with the
ultimate purpose of serving
the public interest by
improving financial
reporting.

www.aicpa.org/Interest
Areas/frc/Accounting
FinancialReporting/
Pages/FinREC.aspx

Economy.com

Source for analyses, data,
forecasts, and information
on the U.S. and world
economies.

www.economy.com

The Federal
Reserve Board

Source of key interest
rates.

www.federalreserve.gov

Financial
Accounting
Standards Board
(FASB)

Summaries of recent
accounting
pronouncements and other
FASB activities.

www.fasb.org
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Website Name

Content

Website

Government
Accountability
Office

Policy and guidance
materials and reports on
federal agency major rules.

www.gao.gov

Governmental
Accounting
Standards Board
(GASB)

Summaries of recent
accounting
pronouncements and other
GASB activities.

www.gasb.org

International
Accounting
Standards Board

Summaries of
International Financial
Reporting Standards and
International Accounting
Standards.

www.iasb.org

International
Auditing and
Assurance
Standards Board

Summaries of
International Compilation
and Review Standards.

www.iaasb.org

International
Federation of
Accountants

Information on standards
setting activities in the
international arena.

www.ifac.org

Private Company
Financial
Reporting
Committee

Information on the
initiative to further
improve FASB's standard
setting process to consider
needs of private companies
and their constituents of
financial reporting.

www.pcfr.org

USA.gov

Portal through which all
government agencies can
be accessed.

www.usa.gov
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